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TESTIMONY AND EXHIBITS OF

ROBERT A. LAWYER

ON BEHALF OF

4 THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF

DOCKET NO. 2012-1-E

6 IN RE: ANNUAL REVIEW OF BASE RATES FOR FUEL COSTS OF

CAROLINA POWER & LIGHT COMPANY

d/b/a PROGRESS ENERGY CAROLINAS, INC.

9 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND

10 OCCUPATION.

11 A. My name is Robert A. Lawyer. My business address is 1401 Main Street,

12 Suite 900, Columbia, South Carolina, 29201. I am employed by the South

13 Carolina Office of Regulatory Staff ("ORS") as an Audit Senior.

14 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

15 EXPERIENCE.

16 A.

17

18

19

20

21

I received a Bachelor of Science Degree in Financial Management, with a

concentration in Corporate Finance, from Clemson University in May 1994. Prior

to joining ORS, I held a variety of positions in finance, accounting, auditing, and

management. I began my employment as an auditor with ORS in April 2007 and

have participated in various cases involving the regulation of electric and water

utilities.

22
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1 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

2 PROCEEDING?

3 A. The purpose of my testimony is to present the results of ORS Audit Staff s

4 examination of the books and records pertaining to Progress Energy Carolinas,

5 Inc's. ("the Company" or "PEC") Fuel Adjustment Clause ("FAC") operation.

6 The current review period consists of actual costs from March 2011 through

7 February 2012 and the Company's estimated costs for the months of March

8 through June 2012.

9 Q. WHAT WAS THE PURPOSE OF THIS EXAMINATION?

10 A. The purpose of this examination was to determine if the Company's

11 accounting practices in computing and applying the monthly FAC have been in

12 compliance with S.C. Code Ann. II58-27-865 (Supp. 2011).

13 Q. WHAT WAS THE SCOPE OF ORS'S EXAMINATION?

14 A.

15

16

17

18

19

ORS Audit Staff examined and verified the monthly fuel adjustment factor

calculations and the fuel recovery balances recorded in the Company's books and

records. The current fuel examination covered the actual period of March 2011

through February 2012 ("actual review period") and four (4) estimated months

from March to June 2012. The Audit StafFs examination consisted of:

1. Anal in the Fuel Stock Account

20

21

22

ORS's analysis of the Fuel Stock Account consisted of verifying receipts to,

and issues from, the fuel management system to the general ledger, examining

monthly fuel charges originating in fuel accounting, and ensuring that only
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proper charges were entered in the Company's computation of fuel costs for

purposes of adjusting base rates for fuel costs.

2. Sam lin Recei tstotheFuelStockAccount

10

12

13

14

15

16

17

18

19

20

21

22

23

ORS's review of receipts to the Fuel Stock Account consisted of examining

and testing selected transactions which support additions to the account. Each

transaction examined was tested for mathematical accuracy and vouched to a

corresponding waybill or truck bill, fuel stock detail report, supplier invoice,

and freight invoice report. Each transaction was then verified by a

corresponding fuel management system payment voucher to prove payment of

the correct amount to the vendors.

3. Veri 'n Char es to Nuclear Fuel Ex ense

ORS verified the expense amounts of nuclear fuel to the books and records for

the actual review period to confirm the accuracy of these expenses to fuel

amortization schedules.

4. Veri 'n Purchased and Interchan e Power Fuel Costs

ORS verified the Company's purchased and interchange power fuel costs,

kilowatt-hour ("kWh") purchases, and sales for the actual review period to

summary "Booking Run" reports, individual vendor purchase schedules, and

on a sample basis, to monthly invoices. ORS recomputed the Company's sales

and purchases for the actual review period.

The purchased and interchange power amounts for the actual review period

and the resultant over (under)-recovery monthly deferred fuel amounts for the

period reflect calculations which conform to S.C. Code Ann. I'158-27-865
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(Supp. 2011). This statute addresses fuel costs related to purchased power.

Subsection (A)(2)(b) of this statute states that the total delivered cost of

economy purchases, including (but not limited to) transmission charges, are

included in purchased power costs, if those purchases are "less than the

purchasing utility's avoided variable costs for the generation of an equivalent

quantity of electric power." ORS applied this statute to the examined

economic purchases along with the applicable avoided costs.

10

12

13

14

ORS verified total system kWh sales, as filed in the monthly fuel factor

computation, to monthly billed revenue reports for the actual review period.

The monthly kWh sales figures were then used to determine the fuel cost per

kWh sold and also the computation of the monthly S.C. retail allocation

factors.

6. Recalculatin the Monthl S.C. Allocation Factors and Veri 'n the Deferred

Fuel Costs

16

17

18

19

20

21

22

23

ORS recalculated the S.C. allocation factors for the actual review period

utilizing information obtained from the Company's records and verified these

total fuel costs to the Company's books and records. In recalculating the

monthly factors, ORS divided the S.C. kWh sales by the total system kWh

sales. The monthly S.C. allocation factor was then multiplied by the monthly

total fuel costs, which produces the S.C. retail basis of total fuel costs. The

comparison was then made, in dollars, between the actual monthly fuel costs

on a S.C. retail basis and the revenue billed to S.C. customers. The difference
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1 in the comparison was the monthly deferred fuel entry. The actual deferred

2 fuel costs for each month were then verified to the Company's books and

records.

4 7. Recalculatin the True-u for the Over Under -Recovered Fuel Costs

5 ORS analyzed and recomputed the cumulative over (under)-recovery of actual

6 base fuel costs for the period March 2011 through February 2012 and the

7 estimated over (under)-recovery through June 2012. In addition, ORS

8 recomputed the cumulative over (under)-recovery ofactual environmental fuel

9 costs for the period March 2011 through February 2012 and estimated over

10 (under)-recovery through June 2012.

11 Q. PLEASE EXPLAIN THE AUDIT EXHIBITS ATTACHED TO YOUR

12 TESTIMONY.

13 A. ORS prepared audit exhibits from the Company's books and records,

14

15

16

17

18

19

20

21

22

23

reflecting fuel costs during the actual review period. Specifically, these exhibits

include the following:

AUDIT EXHIBIT RAL-1: COAL COST STATISTICS

This audit exhibit details spot and contract coal received, separately and

combined, for the actual review period. The comparison is made in the following

five (5) areas:

(1) Tons Received

(2) Percentage of Total Tons Received

(3) Cost Per Tons Received

(4) Total Received Cost
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10

12

13

14

15

16

17

18

19

20

21

(5) Cost Per thousand British thermal units ("MBTU")

ORS then took the combined total received cost for the twelve (12) months and

divided this by the combined total tons for the twelve (12) months to arrive at a

weighted average cost per ton of $90.77 for the actual review period.

AUDIT EXHIBIT RAL-2: RECEIVED COAL — COST PER TON (PER

PLANT)

This audit exhibit details the received cost per ton for coal at each plant during the

actual review period, in dollars per ton, including freight costs.

AUDIT EXHIBIT RAL-3: RECEIVED COAL - COST PER TON

COMPARISON

This audit exhibit details the received cost per ton for coal for each month of the

actual review period for PEC, Duke Energy Carolinas, and South Carolina

Electric 8c Gas Company. For comparison purposes, ORS has shown the invoice

cost per ton, freight cost per ton, total cost per ton, and the cost per MBTU.

AUDIT EXHIBIT RAL-4: TOTAL BURNED COST (FOSSIL AND

NUCLEAR)

This audit exhibit details the per book cost of fuel burned for electric generation

during the actual review period. The burned cost of each class of fuel is shown

separately. These costs are used in the computations of the base fuel cost

component. Emission allowance expenses and other variable environmental costs,

as described in I158-27-865 (A)(1), are shown separately on Audit Exhibit RAL-6.

22
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1 AUDIT EXHIBIT RAL-5: SOUTH CAROLINA FUEL COST

2 COMPUTATION

3 This audit exhibit details the actual fuel cost computations for March 2011

4 through February 2012 as well as PEC's estimates of fuel costs for March through

5 June 2012. The exhibit also shows the computation of the cumulative over

6 (under)-recovery balances and various adjustments for March 2011 through June

7 2012.

8 AUDIT EXHIBIT RAL-6: TOTAL ENVIRONMENTAL COSTS

9 This audit exhibit details the total environmental costs for the actual review period

10 for sulfur dioxide (SO2) and nitrogen oxide (NOx) emission allowances,

ll ammonia/urea and limestone.

12 AUDIT EXHIBIT RAL-7: DETAILS OF ENVIRONMENTAL COSTS

13 This audit exhibit details the actual environmental cost computations for March

14 2011 through February 2012 for SO2 and NOx emission allowances,

15 ammonia/urea, limestone, and PEC's estimates of variable environmental costs

16 for March through June 2012. The exhibit also shows the computation of the

17 cumulative over (under)-recovery balances and various adjustments for March

18 2011 through June 2012.

19 Q. WOULD YOU PLEASE EXPLAIN THE CUMULATIVE OVER (UNDER)-

20 RECOVERY AMOUNT BROUGHT FORWARD IN AUDIT EXHIBIT

21 RAL-5?

22 A.

23

Yes. As detailed in Audit Exhibit RAL-5, ORS brought forward a

cumulative (under)-recovery balance from February 2011 of ($ 10,418,111). The
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1 Company's testimony does not actually show a balance brought forward.

2 However, it does reflect a cumulative (under)-recovery balance of ($ 12,180,005)

3 through March 2011 in Barkley Exhibit No. 5. This balance includes the

4 aforementioned ORS balance brought forward from February 2011 but does not

5 reflect an ORS over-recovery adjustment of $ 1,749,966. The Company recorded

6 this adjustment in June 2011.

7 Q. PLEASE ELABORATE ON ORS AUDIT STAFFrs COMPUTATION OF

8 THE TRUE-UP OF OVER (UNDER)-RECOVERED FUEL COSTS.

9 A.

10

12

13

14

15

16

17

18

19

20

21

22

ORS Audit Exhibit RAL-5 provides details of ORS's calculation of the

actual cumulative over-recovery balance through February 2012, and the

estimated balance through June 2012. The cumulative over-recovery amount as of

February 2012 totaled $5,559,522. ORS then added an estimated (under)-recovery

of ($462,347) for March 2012, over-recoveries of $ 1,252,591 for April 2012,

$344,314 for May 2012, $337,518 for June 2012, and an ORS (under)-recovery

adjustment of ($4,152) to arrive at a cumulative over-recovery of $7,027,446

through June 2012. The Company's testimony (Barkley Exhibit No. 5) in this

docket reports the cumulative over-recovery total through February 2012 as

$4,329,004 and through June 2012 (Barkley Exhibit No. 7), the cumulative over-

recovery totals $5,796,927. The difference between ORS's and the Company's

February balance is due to an ORS over-recovery adjustment of $ 1,230,519 in

February 2012. This adjustment and the ORS (under)-recovery adjustment of

($4,152) in June 2012 are addressed later in my testimony as Adjustments (3) and

23 (4).
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1 Q. DID THE COMPANY MAKE ANY ADJUSTMENTS OR TRUE-UPS

2 DURING THE ACTUAL REVIEW PERIOD FOR THE BASE FUEL

3 COMPONENT?

4 A. Yes. The Company made the following adjustments as shown on Audit

5 Exhibit RAL-5:

6 Adjustment (I) - In September 2011, the Company made an over-recovery

7 adjustment of $ 10,000,000 to the Deferred Fuel Account (Account //182.3220).

8 This adjustment was provided by the ORS Electric Department.

9 Adjustment (2) — During the actual review period it was determined that the cost

10 of certain power purchases exceeded the "utility's avoided variable costs for the

11 generation of an equivalent quantity of power." Accordingly, the Company made

12 an adjustment to the Deferred Fuel Account balance that recognizes the exclusion

13 of those types of costs from purchased power transactions. The effect of the

14 system avoided costs reduction adjustments of $ 18,232, on a S.C. retail

15 jurisdictional basis, resulted in an over-recovery adjustment of $2,137 to the

16 Deferred Fuel Account's cumulative balance in February 2012. ORS examined

17 and recomputed the adjustment with no exceptions noted.

18 Q. DID ORS MAKE ANY ADJUSTMENTS OR TRUE-UPS DURING THE

19 ACTUAL REVIEW PERIOD AND/OR THE ESTIMATED PERIOD FOR

20 THE BASE FUEL COMPONENT?

Yes. ORS made the following adjustments:

22

23

Adjustment (3) - In February 2012, ORS made an over-recovery adjustment of

$ 1,230,519 to recognize additional costs for replacement power due to a forced
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1 outage of the Brunswick Nuclear Plant. This adjustment was provided by the ORS

2 Electric Department.

3 Adjustment (4)- In the estimated months of May and June 2012, PEC used a two

4 month average S.C. allocation factor of .12004 to determine their deferred fuel

5 entries for these months. ORS recalculated the monthly S.C allocation factors for

6 each month (.1184 and .1214 respectively) based on PEC's estimated total system

7 kWh sales and the S.C. retail kWh sales. This created a difference of $4,152

8 between ORS's and PEC's cumulative over (under)-recovery balance through

9 June 2012. Therefore, ORS shows an (under)-recovery adjustment of ($4,152) in

10 June 2012. This adjustment is solely for exhibit purposes and serves only to

ll reconcile ORS Audit Exhibit RAL-5's and Barkley Exhibit No. 7's cumulative

12 over-recovery balance as of June 2012.

13 Q. WOULD YOU PLEASE EXPLAIN THE CUMULATIVE OVER (UNDER)-

14 RECOVERY BALANCE BROUGHT FORWARD IN AUDIT EXHIBIT

15 RAL-7?

16 A. Yes. As detailed in Audit Exhibit RAL-7, ORS brought forward a

17

18

19

20

21

cumulative over-recovery balance from February 2011 of $99,386. The

Company's testimony does not actually show a balance brought forward.

However, it does reflect a cumulative over-recovery balance of $91,498 through

March 2011 in Barkley Exhibit No. 8, which already includes the aforementioned

ORS balance brought forward from February 2011.
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1 Q. PLEASE ELABORATE ON ORS AUDIT STAFF'S COMPUTATION OF

2 THE TRUE-UP OF OVER (UNDER)-RECOVERED ENVIRONMENTAL

3 COSTS.

4 A. ORS Audit Exhibit RAL-7 provides details of ORS's calculation of the

5 actual cumulative over-recovery balance through February 2012, and the

6 estimated balance through June 2012. The cumulative over-recovery amount as of

7 February 2012 totaled $367,391. ORS then added estimated over-recoveries of

8 $41,895 for March 2012, $20,762 for April 2012, $9,936 for May 2012, $39,555

9 for June 2012, and an ORS over-recovery adjustment of $55 to arrive at a

10 cumulative over-recovery balance of $479,594 through June 2012. The

11 Company's testimony (Barkley Exhibit No. 8) in this docket reports the

12 cumulative over-recovery total through February 2012 as $367,387 and through

13 June 2012 (Barkley Exhibit No. 10), the cumulative over-recovery balance totals

14 $479,594. The ORS over-recovery adjustment of $ 55 in June 2012 is addressed

15 later in my testimony as Adjustment (7).

16 Q. DID THE COMPANY MAKE ANY ADJUSTMENTS OR TRUE-UPS

17 DURING THE ACTUAL REVIEW PERIOD FOR THE

18 ENVIRONMENTAL COST COMPONENT?

19 A. Yes. The Company made the following adjustments as shown on Audit

20

21

22

Exhibit RAL-7:

Adjustments (5) and (6) — In March 2011, the Company made an (under)-

recovery adjustment of ($34) and later reversed it in June 2011 as an over-
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1 recovery adjustment of $34. The net effect of the two adjustments equates to zero

2 and has no impact on the cumulative over-recovery balance.

3 Q. DID ORS MAKE ANY ADJUSTMENTS OR TRUE-UPS DURING THE

4 ACTUAL REVIEW PERIOD FOR THE ENVIRONMENTAL COST

5 COMPONENT?

6 A. Yes. ORS made the following adjustment:

7 Adjustment (7) — As stated in Adjustment (3), PEC used a two month average

8 S.C. allocation factor for the estimated months of May and June 2012. ORS

9 recalculated the S.C. allocation factors for each month based on PEC's estimated

10 total system kWh sales and S.C. retail kWh sales. This created a difference of $55

11 between ORS's and PEC's cumulative over-recovery balance through June 2012.

12 Therefore, ORS shows an over-recovery adjustment of $55 in June 2012. This

13 adjustment is also solely for exhibit purposes and serves only to reconcile ORS

14 Audit Exhibit RAL-7's and Barkley Exhibit No. 10's cumulative over-recovery

15 balance as of June 2012.

16 Q. WHAT ARE THE COMBINED CUMULATIVE OVER (UNDER)-

17 RECOVERIES OF THE BASE FUEL COST AND ENVIRONMENTAL

18 COST COMPONENTS AS OF ACTUAL FEBRUARY 2012 AND AS OF

19 ESTIMATED JUNE 2012?

20 A.

21

22

23

As of February 2012, based on a base fuel cost component cumulative

over-recovery balance of $5,559,522 and an environmental cost component

cumulative over-recovery balance of $367,391, the combined result totals

$5,926,913.
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As of June 2012, based on a base fuel cost component cumulative over-

2 recovery balance of $7,027,446 and an environmental cost component cumulative

3 over-recovery balance of $479,594, the combined result totals an over-recovery of

4 $7,507,040.

5 Q. WHAT IS THE RESULT OF THE ORS'S EXAMINATION?

6 A. Based on ORS Audit Staffs examination of the Company's books and

7 records, and its operation of the fuel cost recovery mechanism, it is ORS's

8 opinion the Company's books and records accurately reflect the fuel costs

9 incurred by the Company in accordance with previous Commission orders and

10 with S.C. Code Ann. I'158-27-865 (Supp. 2011).

ll Q. DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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Progress Energy Carolinas, Inc.
Received Coal - Cost Per Ton Comparison

March 2011 - February 2012
Docket No. 2012-I-E

Pro ress Ene Carolinas Inc

Month
Invoice Cost

Per Ton
Freight Cost

Per Ton
Total Cost

Per Ton
Cost

Per MBTU

Mar-11
Apr-11
May-11
Jun-11
Jul-11
Aug-11
Sep-11
Oct-11
Nov-11
Dec-11
Jan-12
Feb-12

63.84
61.46
59.25
60.69
65.02
63.48
61.74
64.97
62.09
61.45
66.69
65.24

26.79
25.86
25.88
28.21
32.10
26.18
27.26
26.94
31.02
28.54
27.24
32.42

90.63
87.32
85.13
88.90
97.12
$9.66
89.00
91.91
93.11
89.99
93.93
97.66

3.7235
3.6140
3.5371
3.6660
4.0236
3.6926
3.7095
3.7730
3.8410
3.8412
3.8349
3.9985

Duke Ener Carolinas

Month
Invoice Cost

Per Ton
Freight Cost

Per Ton
Total Cost

Per Ton
Cost

Per MBTU

Mar-11
Apr-11
May-11
Jun-11
Jul-11
Aug-11
Sep-11
Oct-11
Nov-11
Dec-11
Jan-12
Feb-12

68.34
65.70
66.$6

65.38
65.43
68.41
67.79
67.43
67.75
69.75
68.23
69.62

26.72
26.62
26.88
28.73
28.54
27.14
28.66
28.17
2$.58
26.42
28.16
28.60

95.06
92.32
93.74
94.11
93.97
95.55
96.45
95.60
96.33
96.17
96.39
98.22

3.9011
3.8077
3.8626
3.8625
3.8566
3.9197
3.9403
3.9037
3.8614
3.9392
3.918$
4.0181
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Progress Energy Carolinas, Inc.
Received Coal - Cost Per Ton Comparison

March 2011 - February 2012
Docket No. 2012-1-E

South Carolina Electric 41 Gas Com an

Month
Invoice Cost

Per Ton
Freight Cost

~Per T n
Total Cost

Per Ton
Cost

Per MBTU

Mar-11
Apr-11
May-11
Jun-11
Jul-11
Aug-11
Sep-11
Oct-11
Nov-11
Dec-11
Jan-12
Feb-12

79.00
76.35
78.02
75.14
76.52
81.09
79.56
79.74
78.91

80.30
78.09
77.83

34.00
32.25
31.84
34.60
33.11
33.45
32.94
32.60
32.74
32.80
32.11
32.75

113.00
108.60
109.86
109.74
109.63
114.54
112.50
112.34
111.65
113.10
110.20
110.58

4.4800
4.3400
4.3600
4.3500
4.3600
4.5600
4.4600
4.4800
4.4600
4.5200
4.3700
4.3600
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